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Preface

The Energy Information Administration (EIA) prepares the Short-Term Energy Outlook
(energy supply, demand, and price projections) monthly for distribution on the
internet at: www.eia.doe.gov/steo. In addition, printed versions of the report are
available twice annually to subscribers in April and October.

The forecast period for this issue of the Outlook extends from April 2000 through
December 2001. Data values for the first quarter 2000, however, are preliminary EIA
estimates (for example, some monthly values for petroleum supply and disposition are
derived in part from weekly data reported in EIA's Weekly Petroleum Status Report) or
are calculated from model simulations that use the latest exogenous information
available (for example, electricity sales and generation are simulated by using actual
weather data). The historical energy data, compiled in the April 2000 version of the
Short-Term Integrated Forecasting System (STIFS) database, are mostly EIA data
regularly published in the Monthly Energy Review, Petroleum Supply Monthly, and
other EIA publications. Minor discrepancies between the data in these publications
and the historical data in this Outlook are due to independent rounding. One
exception to this is that recent petroleum demand and supply data displayed in this
report reflect the incorporation of resubmissions of the data as reported in EIA's
Petroleum Supply Monthly, Table C1.

The STIFS model is driven principally by three sets of assumptions or inputs: estimates
of key macroeconomic variables, world oil price assumptions, and assumptions about
the severity of weather. Macroeconomic estimates are produced by DRI/McGraw-Hill
but are adjusted by EIA to reflect EIA assumptions about the world price of crude oil,
energy product prices, and other assumptions which may affect the macroeconomic
outlook. By varying the assumptions, alternative cases are produced by using the
STIFS model.
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Highlights

Gasoline Supply/Demand Balance to be Tight This Summer

Retail gasoline prices (regular grade) are expected to average $1.46 per gallon,
25 percent higher than last summer’s average of $1.17 per gallon. Prices are
expected to reach a peak of $1.52 per gallon in April and decline steadily to $1.39
per gallon by September due to the impact of increases in worldwide crude oil
production. Gasoline demand this summer is projected to average 8.72 million
barrels per day, up 130,000 barrels per day, or 1.5 percent, from last summer.
While that represents a new summer season record, this year's expected growth
is well below the average seen in the previous 5 years. Motor gasoline stocks
are currently low by historical standards. Total beginning-of-season (April 1)
stocks are sharply below last year's levels and are near the low end of the normal
range.

Crude Oil Prices to Begin Ebbing by Mid-Year

World oil prices should begin a gradual decline as increased oil production
from OPEC enters the world oil market. Based on our assessment of world oil
supply and demand, the average cost per barrel of crude oil imported into the
U.S. and delivered to U.S. refiners (the benchmark price used in this forecast) is
expected to decline from an estimate of $26.75 per barrel in February and March
2000 to about $25 per barrel by June 2000 and to $23.50 per barrel by the end of
2000. The price is expected to continue to decline to about $21.50 by the end of
2001.

Demand for Natural Gas Continues to Increase

Natural gas demand is expected to increase by 3.5 percent and 4.1 percent,
respectively, to 22.17 trillion cubic feet in 2000 and 23.08 trillion cubic feet in
2001. These increases follow the less than 1 percent growth seen in 1999, when
oil prices remained reasonably competitive with gas used in electric power and
industrial production, and when strong nuclear power and hydroelectric power
increases backed out gas use in the electric power industry.

Summer Electricity Demand to be at about Last Summer's Level

Assuming normal weather for the remainder of the forecast, the outlook for total
electricity demand in 2000 is growth of 2.0 percent. In 2001, electricity demand
is expected to grow by an additional 2.1 percent. This is on track with average
electricity growth between 1990 and 1998, which was about 2.0 percent per year.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
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Table HL1. U. S. Energy Supply and Demand

Year Annual Percentage Change
1998 | 1999 | 2000 | 2001 |1998-1999]1999-2000| 2000-2001
Real Gross Domestic Product (GDP)
(billion chained 1996 dollars) ...........c.ccc.e... 8516 8867 9219 9514 4.1 4.0 3.2
Imported Crude Oil Price #
(nominal dollars per barrel)..........ccocceeveeene 12.08 17.22 24.97 22.02 42.5 45.0 -11.8
Petroleum Supply (million barrels per day)
Crude Oil Production ® .........cccoevvervrrunnne. 6.25 5.93 5.78 5.79 -5.1 -25 0.2
Total Petroleum Net Imports
(including SPR) .....ccevieiiieiinercneeeeeiee 9.76 9.81 10.52 10.94 0.5 7.2 4.0
Energy Demand
World Petroleum
(million barrels per day).......ccccooeeeviennnenne 73.6 74.7 75.9 77.8 15 1.6 25
Petroleum
(million barrels per day).......ccccccoeeveeninnnne 18.92 19.47 19.58 20.06 2.9 0.6 25
Natural Gas
(trillion cubic feet) .....ccvvvevieiieiicieee, 21.26 21.42 22.17 23.08 0.8 35 4.1
Coal ©
(million Short tonNs) .......cccceeviieriiiiiieeiieene 1039 1041 1069 1099 0.2 2.7 2.8
Electricity (billion kilowatthours)
Utility Sales® ......ooveeeeeeerereeeveeeeeeenaan 3240 3265 3322 3390 0.8 1.7 2.0
Nonutility Own Use © ........cccccovvvereveriennnnes 156 169 179 183 8.3 5.9 2.2
TOtAl e 3396 3434 3501 3572 11 2.0 2.0
Total Energy Demand
(quadrillion Btu).......cccceeeveeeniieiiieenieenieene 94.4 96.1 97.7 99.9 18 1.7 23
Total Energy Demand per Dollar of GDP
(thousand Btu per 1996 Dollar) .................. 11.09 10.84 10.60 10.50 -2.3 2.2 -0.9
Renewable Energy as Percent of Total 9 ... 7.0 6.9 6.8 6.6

®Refers to the refiner acquisition cost (RAC) of imported crude oil.
bIncludes lease condensate.
“Total Demand includes estimated Independent Power Producer (IPP) coal consumption.

dTotal annual electric utility sales for historical periods are initially derived from the sum of monthly sales figures based on submissions by electric
utilities of Form EIA-826, "Monthly Electric Utility Sales and Revenue Report with State Distributions." Final annual totals are taken from compilations from
Form EIA -861, "Annual Electric Utility Report."

®Defined as the difference between total nonutility electricity generation and sales to electric utilities by nonutility generators, reported on Form EIA-867,
"Annual Nonutility Power Producer Report." Data for 1999 are estimates.

The conversion from physical units to Btu is calculated by using a subset of conversion factors used in the calculations performed for gross energy
consumption in Energy Information Administration, Monthly Energy Review (MER). Consequently, the historical data may not precisely match those published
in the MER or the Annual Energy Review (AER).

9IRenewable energy includes minor components of non-marketed renewable energy, which is renewable energy that is neither bought nor sold, either
directly or indirectly, as inputs to marketed energy. The Energy Information Administration does not estimate or project total consumption of non-marketed
renewable energy.
SPR: Strategic Petroleum Reserve.
Notes: Minor discrepancies with other published EIA historical data are due to independent rounding. Historical data are printed in bold; forecasts are in italics.
The forecasts were generated by simulation of the Short-Term Integrated Forecasting System.
Sources: Historical data: Latest data available from Bureau of Economic Analysis and Energy Information Administration; latest data available from EIA
databases supporting the following reports: Petroleum Supply Monthly, DOE/EIA-0109; Petroleum Supply Annual, DOE/EIA-0340/2; Natural Gas Monthly,
DOE/EIA-0130; Electric Power Monthly, DOE/EIA-0226; and Quarterly Coal Report, DOE/EIA-0121; International Petroleum Statistics Report DOE/EIA-0520;
Weekly Petroleum Status Report, DOE/EIA-0208. Macroeconomic projections are based on DRI/McGraw-Hill Forecast CONTROLO0300.
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Summer 2000 Motor Gasoline Outlook

Summary

For the upcoming summer season (April to September), motor gasoline markets
are projected to exhibit an extraordinarily tight supply/demand balance.

Retail gasoline prices (regular grade) are expected to average $1.46 per gallon,
25 percent higher than last summer’s average of $1.17 per gallon. That projection
also exceeds the previous (current-dollar) record summer average of $1.35
recorded in 1981. Nominal prices are expected to reach a peak of $1.52 per
gallon in April—a new record--and decline steadily to $1.39 per gallon by
September due to the impact of increases in world-wide crude oil production.
These projections presume no disruptions of refinery motor gasoline production.

The record price projected for April, after adjusting for inflation, is
approximately 40 percent below the peak reached in March 1981. Subsequent
adjustment for fuel efficiency increases since then results in about a 60-percent
cost reduction over the same period.

Demand is projected to average 8.72 million barrels per day, up 130,000 barrels
per day, or 1.5 percent, from last summer. Even though that represents a new
summer season record, that growth is well below the average of previous
summers.

Motor gasoline stocks are currently low and are projected to remain relatively
low throughout the driving season. Total beginning-of-season (April 1) stocks
are sharply below last year's levels and are near the low end of the normal range.
The average projected finished motor gasoline stock draw this summer is 23,000
barrels per day, less than half that of the previous summer.

Total domestic output (refinery and field production) is projected to average
8.40 million barrels per day during the summer months, up almost 190,000
barrels per day from last summer. Refineries will be expected to meet not only
the 130,000 barrels-per-day increase in demand but also to accommodate the
reduced availability from stocks and net imports. As a result, refinery
utilization rates for the summer are projected to average 96.8 percent, up from
94.3 percent last summer.

Net imports of finished motor gasoline are projected to average 295,000 barrels
per day, down from 327,000 barrels per day last summer. This reflects the
projected lower availability of supplies from Europe and uncertainties about
foreign refiners’ ability to meet Phase Il reformulated gasoline specifications.

Table MG1 summarizes the base-case summer motor gasoline market-related
projections and compares those projections with last summer.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
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Table MG1. U.S. Motor Gasoline Summer Outlook: Mid World Oil Price Case

1999 2000 Change (%)
Q2 | Q3 | Summer Q2 | Q3 | Summer Q2 | Q3 |Summer
Prices (cents per gallon)
Imported Crude Oil Price ® ................. 36.8 46.7 41.8 60.2 58.5 59.3 63.7 25.2 42.1
Wholesale Gasoline Price ° ................ 61.7 72.6 67.2 94.2 87.3 90.7 52.7 20.1 35.0
Retail Gasoline Price © .........cccccoeevene. 112.5 121.2 116.9 150.1 141.8 145.9 33.4 17.0 24.9

Stocks, Incl. Blending Components (million barrels)

Beginning .......cccoocveevieriiiieeiee e 216 215 198 196
ENAiNg......ccovvveiiieiineiciceceee 215 204 196 189

Demand/Supply (million barrels per day)
Total Demand.........cccccocveevieevieeiieeens 8.591 8.590 8.590 8.707 8.728 8.717 1.4 1.6 1.5
Total OutpUL @ ... 8.235 8.189 8.212 8435 8.363 8.399 24 21 2.3
Net Finished Stock Withdrawal........... -0.027 0.129 0.052 -0.026  0.072 0.023
NEt IMPOMTS .....oveverieieieieceeeeeee 0.383 0.271 0.327 0.297  0.293 0.295 -22.3 8.0 -9.6
Refinery Utilization (percent)............... 93.8 94.8 94.3 96.1 97.4 96.8

Market Indicators
Real GDP (billion 1996 dollars)........... 8779 8901 8840 9191 9244 9218 4.7 3.9 4.3
Real Income (billion 1996 dollars)....... 6339 6385 6362 6596 6653 6625 41 4.2 4.1
Industrial Output Index (1992=1.000). 1.361 1.377 1.369 1415 1414 1.415 3.9 2.7 3.3
Miles Traveled (million miles per day). 7556 7706 7631 7627 7817 7722 0.9 14 1.2
Average MPG (miles per gallon)......... 20.9 214 21.2 20.9 21.3 211 -0.4 -0.2 -0.3

Cost of imported crude oil to U.S.

Price of gasoline sold by refiners to resellers.

“Average pump price for regular gasoline.

dRefinery output plus motor gasoline field production, including fuel ethanol blended into gasoline and new supply of oxygenates and
other hydrocarbons for gasoline production.
Notes: Minor discrepancies with other EIA published historical data are due to rounding. Historical data are printed in bold, forecasts are in
italic. The forecasts were generated by simulation of the Short-Term Integrated Forecasting System. Sources: Historical data: latest data
available from: Energy Information Administration, Petroleum Supply Monthly, DOE/EIA-0109; Monthly Energy Review, DOE/EIA-0035; U.S.
Department of Commerce, Bureau of Economic Analysis; Federal Reserve System; National Oceanic and Atmospheric Administration.
Macroeconomic projections are based on DRI/McGraw-Hill Forecast CONTROL0299.

Prices

The U.S. retail price of regular gasoline reached an estimated average of $1.52
per gallon in March 2000, about 53 cents per gallon above the same month in
1999. February's average was also 23 cents per gallon above the average seen in
January 2000. Increases of this magnitude are highly unusual. The last such
episode was associated with the onset of the Gulf War (August 1990). The high
nominal gasoline prices being experienced now follow from two important (and
related) results of production cutbacks by major producing countries since 1998:
dwindling world petroleum inventories and sharply higher crude oil prices.
Crude oil prices began a steep upturn on world markets in March of 1999 and
continued to climb through the winter just ended. Since then, the cost paid by
U.S. refiners for crude oil rose almost $15 per barrel (35 cents per gallon).
Meanwhile, U.S. inventories of crude oil and finished products fell sharply. As
of April 1, crude oil and motor gasoline inventories were at very low levels in the
context of what is considered “normal” for this time of year. Expected demand
growth this year, while small by historical standards, is expected to keep stock
levels lean, even with anticipated increases in refinery output.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
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Figure MG1. Retail Gasoline Price Cases*
(Base Case and 95 Percent Confidence Range)
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* Regular gasoline, self-serve cash.

Retail gasoline prices (regular grade) this summer are expected to average $1.46
per gallon, 25 percent higher than last summer’s average of $1.17 per gallon.
That projection also exceeds the previous (current-dollar) record summer
average of $1.35 recorded in 1981. The peak monthly average price this summer
(April) is expected to be $1.52 per gallon, the same as seen in March. Prices are
then expected to decline to $1.39 by the end of summer, given the implications of
the recently concluded agreement by OPEC members to increase production.

Despite that agreement, uncertainty about world petroleum supply and demand
patterns over the next few quarters remains. The impact of that uncertainty
engenders a broad range of plausible paths for crude oil and petroleum product
prices over time. The range of potential outcomes constitute approximately 2
standard errors on either side of the base case projection are illustrated for the
average pump price for regular gasoline in Figure MG1. (The range is based on
the normal error distributions associated with the Short-Term Integrated
Forecasting System model.) The probability of prices ranging above (or below)
these curves is, for any month, approximately 5 percent. An interesting result of
this kind of analysis is the conclusion that, even in the currently bullish
atmosphere relating to gasoline, the approximate probability of the average
pump price for regular gasoline exceeding $1.57 per gallon in any month this
summer is about 3 percent or less. This calculation, however, reflects underlying

uncertainties in crude oil markets but assumes that no significant refinery
disruptions occur.
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In addition to the general uncertainty concerning the gasoline market projections
for this summer, other qualifications to the U.S. forecast that are of interest
include regional variations in price due to such factors as tax differences,
environmental requirements and unique market circumstances. Based on 5 years
of history, gasoline prices between Petroleum Administration for Defense
Districts (PADDs) typically vary by 10 to 20 cents per gallon. State gasoline taxes
(excise and sales taxes) alone yield interstate price differences of as high as 27
cents per gallon. California presents a particularly interesting comparison to the
average U.S. gasoline price situation because of the strict environmental
standards, the above-average tax rate and the relative isolation of West Coast
markets.

The California gasoline market is subject to much greater swings in price than
the rest of the country, a feature that is clearly illustrated in Figure MG2. Last
year, West Coast refinery outages in February and March hurt the short-term
supply situation in California and started a sharp runup in wholesale and retail
prices there. That problem reverberated to elsewhere in the United States, but
the overwhelming impact was localized. This year, California gave maximum
expression to the effects of a tight domestic gasoline market as spot prices for
reformulated gasoline wholesale reached $1.35 per gallon on March 10, 80 cents
per gallon above the same time last year. Retail gasoline prices in California in
late March reached $1.79 cents per gallon, 26 cents per gallon above the national
average for the same period. The California price staged a 45 cents-per-gallon
runup from mid January, outpacing the average for the United States by 21 cents
per gallon. As the strong upturn in West Coast wholesale gasoline prices that
lies behind the pump price surge in California has been largely reversed, pump
prices there have started to come down. As of early April, however, California
retail prices were still about 27 cents per gallon above the national average.
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Figure MG3. Retail Gasoline Price* Components
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* Retail Price: reqular gasoline, self-serve cash. Crude: average imported cost to U.S. refiners.

Some perspective on the causes of average summer gasoline price movements is
provided in Figure MG3. The dramatic increase in crude oil costs that has
occurred since last summer and which is expected to dominate the price changes
anticipated for summer 2000, makes the importance of previous year-to-year
variations in price pale in comparison, certainly since the early 1990's. In
addition, the spread between crude costs and ex-tax prices has grown to above-
normal levels this year, adding to the total increase in pump prices. Mostly,
these increased spreads represent premiums on relatively scarce short-term
supplies (that is, low stocks) and higher costs for imported volumes. Increased
spreads are typically transitory and are expected to dissipate during the summer
along with the expanded crude oil availability expected from OPEC producers.

This summer promises to present a very stark contrast to the sharply depressed
gasoline prices of just two summers ago. Far from the record low real (inflation-
adjusted) prices of summer 1998, we expect to see a summer-2000 average price
which marks a 15-year high in real terms.. This summer's average retail price for
regular gasoline, in inflation-adjusted terms, would be 42 percent below the
historical peak reached during the summer of 1981. That summer, gasoline
prices averaged $2.52 per gallon in present-day dollars. Nevertheless, the
increase in real gasoline expenditures expected to be generated by higher
gasoline costs this summer ranks as one of the sharpest ever. We estimate that
the average household in the United States, which typically logs about 12,000
miles during the summer months (April through September), would see a $160-
$170 increase (25 percent) in summer gasoline expenditures if the conditions
included in the base case forecast hold. A return to more normal price and

Energy Information Administration/Short-Term Energy Outlook -- April 2000
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Million Barrels

expenditure levels is envisioned for summer 2001 as continued expansion of
OPEC and non-OPEC oil output eases oil market pressures.

Figure MG4. U.S. Total Motor Gasoline Stocks
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A decline from ample levels of gasoline stocks has occurred since last summer, as
shown in Figure MG4. In June 1999, total motor gasoline stocks stood at 215
million barrels, or 6 million barrels above the middle of the normal range. This
situation deteriorated as the year went on, particularly during the late-fall and
mid-winter periods, such that at the outset of the summer 2000 driving season
(April 1) stocks were sharply below last year's level and well below the midpoint

of the normal range. Total gasoline stocks are projected to remain relatively low
throughout the driving season.

Under normal conditions, while U.S. refiners need to ramp up refinery output of
gasoline significantly during the summer in order to meet demand, a key
component of uninterrupted gasoline supply is sufficient stocks to bridge the gap
between peak demand and output volumes plus available imports. This year, a
much-narrowed safety margin in terms of available stocks is facing the domestic
gasoline market, which increases the susceptibility of the market to price shocks.
Below-normal stock levels, particularly during the time of year when highway
travel begins to increase toward the summer peak, implies a reduced portion of
incremental seasonal gasoline demand that can be met from inventories, setting
the stage for increased reliance on domestic refinery output or imports.
Typically, unplanned refinery outages in the United States exert little influence
on prices unless the outages are particularly significant or prolonged. This
summer, however, the low stock levels might result in larger-than-normal
gasoline price fluctuations if domestic production capability falters.
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As noted above, total beginning-of-season stocks (including blending
components) were estimated to be well below average for this time of year.
Indeed, gasoline stock levels are currently not very far from record seasonal
lows.

Some regional differences are worth noting (Figure MG5). Much of the shortfall
in inventories relative to normal or average levels appears on the Gulf Coast
(PADD 3). Below average levels are seen in PADD 1 (East Coast) and PADD 2
(Midwest) as well. Current stock levels on the West Coast (PADD 5), while
perhaps not unusually high, are not out of line with recent norms for this time of
year.

So far this year, as we have seen, the region with the strongest reaction to the
tight gasoline market has been the West Coast (particularly California) with
disproportionately high increases in pump prices since mid-January. However,
since stocks are particularly low in other areas, the potential for unusually sharp
seasonal runups in price somewhere other than the West Coast seems evident.

Since most gasoline imports come into the East Coast, and since the East Coast
and the domestic region from which incremental supplies would normal come
are currently holding below-normal stocks, it seems clear that the availability of
imports is an issue which is of particular interest this summer for those
concerned about potential additional short-term increases in gasoline prices.
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Although it is widely understood that the short-run responsiveness of gasoline
demand to increases in real fuel prices is quite low, the current runup in prices
will not be without effect relative to consumer demand. Figure MG6 indicates
that gasoline demand growth as well as highway travel growth this summer
should be below the averages seen over the previous 5 years. Although travel
demand growth has apparently been slowing somewhat in recent years anyway
(due perhaps to a slowing of the rate of growth in the driving population), we do
expect that the high prices expected for this summer will exacerbate the
slowdown in demand growth, at least temporarily. This will probably not keep
summer gasoline demand from reaching record levels once again. However, we
expect demand to increase by about 1.5 percent this summer compared to the
1994-1999 average of 2.0 percent.

The significant growth in real fuel costs evident in Figure MG6 (more than 23
percent above last summer) continues the reversal, begun last year, of the
cumulative 7-year real decline of 25 percent that began in 1992. From 1991 to
1998, real fuel costs declined an average of 4 percent per year. For the summer of
2000, we expect per-mile fuel cost to reach a level, in inflation-adjusted terms,
that has not been seen since 1990.

Still, with the economy flourishing, and with unemployment and overall (i.e.
nonenergy-related) inflation still low, continued travel increases are to be
expected. The 1.2-percent growth expected for highway travel this summer
would yield an average daily rate of highway travel (all vehicles) of about 7.7
billion miles this summer.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
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Figure MG7. Summer Gasoline Supply by Source
(Change from Year Ago)
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Last summer, virtually all of the increase in U.S. gasoline demand above the
summer 1998 level was met by increases in net imports. Very little in the way of
increased refinery production was needed (or desired), reflecting the general
state of oversupply in the U.S. gasoline market at that time (Figure MG7). This
year, however, low gasoline inventories in the United States and abroad will
limit the near-term supplies from domestic or foreign stockpiles that can be
depended on during the peak demand season.

EIA projects that U.S. refineries will have to increase output of gasoline this
summer by more than the expected increase in gasoline demand because of the
expected decline in available net imports or inventories. Some of the increased
production will undoubtedly have to come at the expense of other products,
particularly distillate fuel, which may affect heating oil supplies this fall.

Mostly, however, this situation should result in sharply increased U.S. demand
for additional crude oil for processing this summer, implying continued pressure
on U.S. crude oil inventories and significantly expanded requirements for crude
oil imports. The extent to which this development tends to support higher oil
prices depends on the amount of additional oil that actually begins to flow into
the market as a result of the March 27 OPEC ministerial meeting. In any case,
U.S. refiners are expected to have an edge over foreign refiners in terms of
efficiency in meeting short-term gasoline supply needs. This seems particularly
likely inasmuch as there is substantial room (capacity) for output expansion in
the United States.
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Figure MG8. Trans-Atlantic Gasoline Price Differentials
(New York Harbor less Rotterdam)
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Gasoline imports are an important source of supply for the East Coast of the
United States, accounting for about 15 to 20 percent of peak summer demand in
that region, on average, over the last few years. Over the last three years, almost
all imports of gasoline into the United States were destined for the East Coast,
specifically the region identified by EIA as Petroleum Administration for Defense
District (PADD) 1. Although the majority of these imports come from Canada,
Venezuela and the Caribbean, Western Europe is an important source of
incremental or swing gasoline supply in the United States. Trans-Atlantic
gasoline price differentials provide some indication of the attractiveness of the
U.S. market to European refiners (Figure MG8). When U.S. prices exceed
European prices adequately to cover transportation cost, they indicate an
increased likelihood that moving product across the Atlantic (or diverting
supplies otherwise destined for Western Europe) is advantageous. While
transportation costs vary, they average 4 cents per gallon. The price differential
increased in 1999, particularly in late winter and early spring. A surge in imports
accompanied the increase that lasted from April until June. About 60 percent of
that surge came from Europe. The differential moved up again in early 2000
primarily due to the impacts of the distillate fuel shortage on U.S. gasoline
supplies and prices. We estimate that first quarter 2000 net imports were about
even with Q1 1999 levels. It is possible that, if European gasoline supplies prove
to be more ample than we are assuming, differentials will rise this summer and
some additional imports will substitute for increased U.S. refinery output.
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Figure MG9. Motor Gasoline Net Imports
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Although imports of finished gasoline have declined in recent years, those of
blending components required to meet environmental specifications increased
from 1995, when the RFG program was implemented, to 1998. Imports of
blending components remained high in 1999. During that time, net imports of
blendstocks occasionally exceeded that of finished motor gasoline, boosting total
net imports to as much as 500,000 barrels per day. Some of the increase in
finished motor gasoline production in the United States was related to the
additional quantities of imported blending components, especially during the
summer months (Figure MG9). It is likely that some of the increase in "refinery
output” this summer will actually stem from increased blendstock imports,
blurring somewhat the distinction between refinery production increases and
imports growth.

For the summer of 2000, the dominant response to current market conditions will
be for U.S. refiners to maximize gasoline output to meet demand. Until the
loosening effects of increased OPEC output work their way through the world oil
market, U.S. suppliers will try to avoid producing any more product than will be
needed to meet extra demand on a current (month-by-month or even week-by-
week) basis this year. Producing to build stocks now will be done at high cost
and will exacerbate the potential negative effects (on product margins and
profits) of declining prices later this year as OPEC output expands.
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Figure MG10. U.S. Refinery Capacity and Throughput
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The increasing tightness in world oil markets that started to develop last year,
and which continued through early 2000, generated a dramatic falloff in peak
U.S. refinery utilization which culminated in a 9-year low for monthly utilization
being recorded this past January (Figure MG10) of 86.2 percent. The United
States will need to see significantly higher gasoline output this summer in order
to meet increased demand without relying on inventory withdrawals. Currently,
high gasoline spreads (the difference between gasoline prices and oil input costs)
would seem to provide sufficient incentive for increased output. Whether the

currently high gasoline prices will also attract significant additional gasoline
imports remains to be seen.

Total domestic output (refinery and field production) is projected to average 8.40
million barrels per day during the summer months, up about 190,000 barrels per
day from last summer. This reflects the expectation that refineries will be
expected to meet not only the increase in demand but also compensate for
reduced availability from stocks and net imports. As a result, refinery utilization

rates for the summer are projected to average 96.8 percent, up from 94.3 percent
last summer.

About a third of gasoline sold in the U.S. must meet Phase Il reformulated
specifications. This gasoline must be in place at distribution terminals by May 1
and at retail outlets by June 1. While the supply of reformulated gasoline from
domestic refiners, blenders, and imports should be sufficient, low gasoline
inventories raise the risk of localized shortages. The new requirements for
reformulated gasoline may slow the response time for delivery of emergency
supplies and reduce the availability of imported gasoline.
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Figure 1. U.S. Monthly Crude Oil Prices
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World Oil Prices

Our forecast this month is that world oil prices should begin a gradual decline as
increased oil production from the Organization of Petroleum Exporting
Countries (OPEC) enters the world oil market. Based on our assessment of world
oil supply and demand, the average cost per barrel of crude oil imported into the
United States and delivered to U.S. refiners (the benchmark price used in this
forecast) is expected to decline from an estimate of $26.75 per barrel in February
and March 2000 to about $25 per barrel by June 2000 and $23.50 per barrel by the
end of 2000 (Figure 1). In 2001, the price is expected to continue to decline to
about $21.50 by the end of the year. (Note: for comparison purposes, the price of
West Texas Intermediate crude oil is generally about $2 per barrel higher than
our benchmark price, the price of Brent crude oil is generally about $0.50 - $1.00
per barrel higher, and the OPEC basket price is generally within about $0.50 per
barrel in either direction.)

Our normal uncertainty range around this forecast is that the world oil price
could be between $20 and $27 per barrel by the end of this year and between
$17.50 and $25.50 per barrel by the end of 2001. Of course, this price forecast is
based on our assumptions regarding world oil supply and demand, which are
detailed later in this report.
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Figure 2. U.S. Macroeconomic Indicators
(Percent Change from Year Ago)
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Economic Outlook

In 2000 and in 2001, GDP is expected to continue to grow at the rates of 4.0
percent and 3.2 percent respectively, compared with 4.1 percent growth in 1999.
Personal disposable income is assumed to be up by about 4.0 percent in both
2000 and in 2001, which is the same as the 1999 rate of growth (Figure 2 and
Table 1).

Inflation (consumer price index: see Table 2) should rise somewhat over the next
two years. Consumer price inflation is expected to be 2.8 percent in 2000, up
somewhat from the 2.2 percent seen in 1999 and rise again by another 1.9 percent
in 2001. Manufacturing production is expected to grow by 3.2 percent in 2000
compared with 4.2 percent growth in 1999 (Table 1). In 2001, manufacturing
production is assumed to increase by an additional 2.7 percent. Total
employment will increase slowly over the forecast period.

Weather Assumptions

Weather patterns (expressed as heating and cooling degree-days in Table 1) are
assumed to follow historical norms during the remainder of 2000 and in 2001.
This would imply that, for this summer, cooling degree-days would be 5 percent
below summer 1999 levels.
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U. S. Energy Prices

Figure 3. Petroleum Product Prices
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Average crude oil prices for the first half of this year are likely to be about double
the price compared to the same period a year ago. These higher crude oil prices
mean higher petroleum product prices, with annual gains averaging 25-30 cents
per gallon (Table 4). Next year, though, crude oil prices are projected to fall,
meaning lower petroleum product prices.

Motor Gasoline. In March, regular unleaded, self-service retail motor gasoline
prices hit their highest level ever, in nominal terms, averaging above $1.50 per
gallon. However, in real terms (adjusted for inflation) the projected price was 15
percent lower than the price spike experienced during the Persian Gulf War in
late 1990 and 42 percent lower than the all-time highest price of March 1981.
Recently both crude oil prices and spot prices for motor gasoline have been
easing. If this trend continues, we may have already seen the bulk of this driving
season's price gains occurring 1-2 months earlier than previously anticipated.
We expect retail gasoline prices to average about $1.45-$1.50 per gallon during
the summer driving season, then decline (Figure 3). For much of the nation, the
pump price increases have been fairly similar, increasing by about 25-30 cents
per gallon since the beginning of the year in most regions. However, in
California, the pump price has jumped by about 40 cents per gallon. California
State law requires a cleaner, costlier type of gasoline (California Air Resources
Board, or CARB, gasoline), and the local supply situation for CARB gasoline is
tight.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
16



Dollars per Million Btu

Figure 4. Fossil Fuel Prices to Electric Utilities
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Diesel Fuel Oil. Diesel fuel oil prices have also increased greatly this year. On a
national level, the price is expected to peak in early spring (Figure 3). Yet, in the
Northeast, the average retail price has fallen substantially from the record highs
of mid-February, when the market for diesel was greatly affected by the strained
heating oil situation. Diesel prices for the rest of the country should tend to
mirror the seasonal motor gasoline price path.

Heating Oil. This past winter was a very costly one for heating oil customers,
particularly during the first quarter of the year. Cold weather, rising crude oil
costs and, at times, precariously low supplies propelled prices to record heights.
Residential heating oil prices averaged $1.34 per gallon in the first quarter, 54
cents per gallon more than year-ago (Figure 3 and Table 4). This spring, heating
fuel prices should fall as seasonal demand eases.

Natural Gas. We see wellhead gas price increases through the summer and into
next winter as gas demand growth in the industrial and electric utility sectors is
projected to outstrip production gains (Tables 4 and 8).

Electric Utility Fuels. Natural gas is projected to maintain its price advantage
over residual fuel oil as a fuel input for electric utility generation throughout the
forecast period (Figure 4 and Table 4). However, the advantage for gas is
expected to narrow toward the end of the year as gas prices climb during the
heating season.

Energy Information Administration/Short-Term Energy Outlook -- April 2000
17



Million Barrels per Day

30.0

25.0

20.0

15.0

10.0

5.0

0.0

International Oil Supply

Figure 5. Assumed OPEC Quarterly Compliance to Production Cuts

Excludes Iraq Excludes Iraq and Iran

/Il'-‘ercentage of Pledged Cuts Actually Made

L - - - . - - - ? - - -
I | I77% I
T T T

1999Q2  1999Q3  1999Q4  2000Q1  2000Q2  2000Q3  2000Q4  2001Q1

T Current Estimate = = 'Base Level OPEC Target

This forecast assumes that OPEC 9 (Organization of Petroleum Exporting
Countries excluding Iraq and Iran) crude oil production will be 21.5 million
barrels per day in the second quarter, 0.7 million barrels per day above first
qguarter production levels. This is nearly 0.5 million barrels per day above their
production target of 21.07 million barrels per day (Figure 5). If Iran is included
(OPEC 10), the increase in the second quarter is expected to be 0.9 million barrels
per day. The forecast then assumes another 0.1 million barrels per day increase in
OPEC 9 (and OPEC 10) crude oil production in the third quarter and an
additional 0.4 million barrel per day increase in the fourth quarter of 2000 (a 0.5
million barrel per day increase for OPEC 10). Continued increases are expected
throughout 2001.

Iragi crude oil production is assumed to average about 2.3 million barrels per
day in the first quarter of 2000 and increase through the remainder of the year to
average about 3.0 million barrels per day in the fourth quarter of 2000. This is
not as much as the Iragis have said they will be producing by the end of the year,
but it is our best assumption of what we think Irag will be actually producing.
Iragi oil production is assumed to increase even more in 2001. Our projections of
Iragi crude oil production are merely an assumption and do not reflect any
official U.S. Government view on the future of Iraqi oil exports.
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Non-OPEC production is expected to increase by 0.8 million barrels per day in
2000 and by another 1.0 million barrels per day in 2001, primarily from the North
Sea, Mexico, South America and Africa (Table 3).
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Figure 6. Annual World Oil Demand

(Changes from Previous Year)

1.00 . .
History Projections

0.80 T

0.60 A

0.40

0.20

0.00

1999 2000 2001

BOECD E Non-OECD Asia OFSU & E. Europe OOther

This month's forecast assumes a growth in world oil demand in 2000 of 1.3
million barrels per day (about 1.7 percent), to average nearly 76 million barrels
per day (Table 3). In 1999, world oil demand grew by 1.0 million barrels per day
(1.4 percent). World oil demand growth in 1999 and 2000 is expected to be much
less than the 1.5 - 2.0 million barrels per day growth that was seen in the 1995-
1997 period. The U.S., which accounted for more than half of the growth in world
oil demand in 1998 and 1999, is expected to supply about 9 percent of world oil
demand growth in 2000 and about 25 percent in 2001. As Asia continues to
recover from the economic crisis of 1997-1998, it is expected to once again
become an important engine for world oil demand growth. However, overall
demand growth in 2000 is expected to be slowed by high oil prices, even for a
relatively inelastic commodity such as oil. By 2001, oil demand is expected to
grow substantially, increasing by nearly 1.9 million barrels per day to nearly 78
million barrels per day.

In 1999, world oil demand growth was mainly due to growth in OECD countries,
particularly the U.S. In 2000, non-OECD Asia is expected to once again be the
predominant region for oil demand growth, although growing much less than
before the economic crisis as it may take some time before many Asian
economies fully recover. By 2001, not only is non-OECD oil demand expected to
grow even more, but OECD oil demand growth is expected to be strong as well
(Figure 6).
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World Oil Stocks, Capacity and Net Trade

Figure 7. Total OECD Oil Stocks*
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While EIA does not attempt to estimate oil inventory levels on a global basis, we
can discern the direction oil inventories are headed from our world oil supply
and demand estimates. Following a 1 million barrel per day implied draw on
world inventories in 1999 (based on world oil consumption averaging 74.7
million barrels per day while world oil supply averaged 73.7 million barrels per
day), oil inventories are expected to be drawn down by an additional 0.3 million
barrels per day in 2000. This leaves global oil inventories in a particularly
precarious position. The additional draw in 2000 is a result of our world oil
demand, OPEC production, and non-OPEC production estimates discussed
above. In 2001, we expect a 0.3 million barrel per day build in world oil
inventories, as supply exceeds demand once again.

However, OECD stock levels, which we do estimate, are expected to remain well
below 1996 levels throughout 2000 (Figure 7). The difference between normal
OECD oil inventories and 2000 levels is expected to widen after the first quarter,
even if OPEC 9 crude oil production increases by 0.7 million barrels per day in
the second quarter of 2000 (an increase of 0.9 million barrels per day for OPEC
10) as assumed in our forecast. This is because the assumed increase in
production is insufficient to build inven